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SUBJECT: CIV AIR: DISCRIMINATORY JET FUEL PRICING 

REF: A) MANILA 13763 B) STATE 181472 

1 . FOLLOWING IS DRAFT TEXT FOR EXCHANGE OF NOTES AS 
REQUESTED REF A. 

QUOTE: "EXCELLENCY: I HAVE THE HONOR TO REFER TO RECENT 
CONVERSATIONS BETWEEN REPRESENTATIVES OF THE UNITED STATES 
OF AMERICA AND REPRESENTATIVES OF THE GOVERNMENT OF THE 
PHILIIPINES CONCERNING THE POSSIBILITY OF GRANTING ON A 
RECIPROCAL BASIS EXEMPTION FROM THE PAYMENT OF TAXES ON 
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REFINED PETROLEUM PRODUCTS BY AIRCRAFT OF UNITED STATES OR 
PHILIPPINE REGISTRY ENGAGED IN SNTERNATIONAL AIR SERVICE. 

I PROPOSE AN EXCHANGE OF NOTES BETWEEN OUR TWO GOVERNMENTS 
ALONG THE FOLLOWING LINES: 

1 . EACH CONTRACTING PARTY SHALL EXEMPT THE AIRLINES OF THE 
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OTHER CONTRACTING PARTY ON THE BASIS OF RECIPROCITY FROM 
NATIONAL EXCISE TAXES ON FUELS AND LUBRICATING OILS USED IN 

INTERNATIONAL AIR SERVICES. 

2. EITHER CONTRACTING PARTY MAY AT ANY TIME GIVE NOTICE 
IN WRITING TO THE OTHER CONTRACTING PARTY OF ITS DECISION 
TO TERMINATE THIS AGREEMENT. THIS AGREEMENT SHALL 
TERMINATE ONE YEAR AFTER THE DATE OF RECEIPT OF THE 
NOTICE BY THE OTHER CONTRACTING PARTY, UNLESS THE NOTICE 
IS WITHDRAWN BY AGREEMENT BEFORE THE END OF THIS PERIOD. 

THE GOVERNMENT OF THE UNITED STATES WILL CONSIDER THIS 
NOTE, TOGETHER WITH YOUR EXCELLENCY'S NOTE OF REPLY 
CONFIRMING AGREEMENT OF THE TERMS OUTLINED ABOVE, TO 
CONSTITUTE AN AGREEMENT BETWEEN OUR TWO GOVERNMENTS." 
UNQUOTE 

2. DEPARTMENT UNAWARE WHETHER OR NOT SPECIAL FUND TAX 
IS DEFINED AS EXCISE TAX, OR OTHER TYPE TAX. IF TAX 
DEFINED BY PHILIPPINES AS OTHER THAN EXCISE TAX, EMBASSY 
SHOULD SUBSTITUTE CORRECT TERMINOLOGY IN APPROPRIATE 
PLACES IN DRAFT TEXT. 

3. FYI ONLY : REF B DISCUSSED POSSIBLE CUTOFF OF 
FOREIGN AIRLINES’ ACCESS TO DOMESTIC FUEL IN U.S. IN CASE 
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OF DISCRIMINATION BY THE FOREIGN COUNTRY AGAINST AMERICAN 
AIRLINES. CONTROL OF DOMESTIC JET FUEL IS ACCOMPLISHED 
THROUGH FEA FUEL ALLOCATION PROGRAM. HOWEVER. DECONTROL 
OF JET FUEL PRICES SEEMS VERY LIKELY IN EARLY 1978. 

DECONTROL OF PRICES WOULD MEAN THE ELIMINATION OF THE 
ENTIRE ALLOCATION PROGRAM, AND WITH IT THE ABILITY TO 
WITHHOLD DOMESTIC FUEL SUPPLIES FROM FOREIGN AIRLINES. 
DEPARTMENT WOULD HOPE TO RESOLVE THIS TAX ISSUE WITH 
THE PHILIPPINES BEFORE LOSING ONE OF ITS MAIN AVENUES 
OF COUNTERBALANCING ACTION. END FYI. 

4. DEPARTMENT EMPHASIZES THAT DRAFT TEXT IS FOR 
PURPOSES OF DISCUSSION ONLY, I.E. THIS IS TYPE OF 
LANGUAGE WHICH HAS BEEN USED IN SIMILAR AGREEMENTS WITH 
OTHER COUNTRIES. AUTHORITY TO NEGOTIATE SUCH AGRMENT 
REQUIRES A CIRCULAR 175. FORMAL REQUEST FOR 
AUTHORITY TO NEGOTIATE NOW BEING CIRCULATED WITHIN 
DEPARTMENT. WILL ADVISE EMBASSY SOONEST WHEN AUTHORITY 
OBTAINED. CHRISTOPHER 
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